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USSR KEY ECONOMIC INDICATORS: 


Exchange Rate: US $1 = Rubles 0.658)/ 
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Significant Industrial Commodities (million tons unless noted) 


Oil 
Natural Gas (bil. cu. meters) 
Coal 
Electric Power (bil. kw-hrs) 
Steel 

Finished rolled 

Steel Pipe 
Mineral Fertilizer (std. units) 
Plastics 
Synthetic Fibers (thous. tons) 
Trucks (thousands) 
Passenger cars (thousands) 
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EXPORTS TO USSR 


1978 


USA (full year data) 
France (FF 4.28) 
Italy (Lire 834) 
Japan€/ 

U.K. (Le 48) 

West Germany (DM 1.85) 


Footnotes: 
*) Indicates Estimated 
a) 
b) Average official exchange rate. 
depending on commodity. 
c) 
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1971 — 1975 average. 
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IMPORTS FROM USSR 
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Domestic purchasing power varies greatly 


As of January 1 of following year. 


Japanese statistics reported by Japan originally in U.S. $. 





March 1980 


SUMMARY: The performance of the Soviet economy as a whole during 1979 was the 
poorest in many decades by most measures. The rate of industrial growth of 3.4 
percent (gross output) achieved in 1979 is the lowest mark in postwar years. 
Aggregate agricultural output declined by 4 percent by comparison with 1978 
and grain production was around 24 percent below last year's bumper crop and 
10 percent below the average during the current Five Year Plan (1976-78). 
Soviet national income rose by only a stated 2.4 percent, and that figure is 
statistically inflated. This measure is also the lowest in post-war years. 
Most Soviet commentators attributed the poor 1979 results to the very severe 
winter of 1978-79, during which temperatures reached 50-year record lows for 
extended periods. Agriculture was further encumbered by an unfortunate distri- 
bution of rainfall throughout the growing and harvest seasons. Productivity 
in all industry and particularly the transport sector undoubtedly suffered 
from the weather, but performance of supplier industries was again a limiting 
factor, as it always is in the constant Soviet drive for rapid growth. The 
overall trend of growth rates is clearly downward, although many industries 
may be expected to rebound during 1980. The plans which have been released 
for 1980 call for slower growth than before; however, the new Five Year Plan 
(1981-85), main outlines of which may become known in late summer 1980, will 
be the first real indication of the economic strategy chosen by Soviet leaders 
and planners in response to changing internal and external conditions. 


Foreign Trade: US-USSR trade turnover reached a record level of $4.5 
billion in 1979. US exports of agricultural products rose about 70 percent 
over 1978 to $2.9 billion, also a record, while non-agricultural exports, up 
33 percent to $748 billion, were at their highest level since the record year 
of 1976. However, Soviet exports (excluding non-monetary gold), were up only 
slightly to about $325 million reflecting continued US tariff restrictions and 
chronic problems associated with the quality, assortment, marketing, and serv- 
icing of Soviet products offered to the US market. These impediments to the 
increase of Soviet exports to the US, combined with a general Soviet policy 
of restraint in the general conduct of its hard currency trade and payments, 
are likely to restrain the growth of US exports. US exports to the USSR in 
1980 will be lower than in 1979, because of the withholding of 17 million 
metric tons of feedgrains originally intended for the Soviet market and addi- 
tional restrictions on the licensing of some manufactured products for export 
to the USSR. 


Implications for the U.S.: While Soviet demand for imports of industrial 
products and technology from the West is expected to continue strong during 
1980, and the Soviet hard currency position should be relatively favorable, 
the share of the Soviet market which can realistically be expected to fall to 
the United States will probably decline sharply in the tense political atmos- 
sphere resulting from the Afghanistan crisis. Some American firms will con- 
tinue to operate successfully even under these conditions; it is the nature 
and price of the products more than the attitude of the firm toward the Soviet 
market which is likely to be the decisive factor. In the long term, there is 
business to be done with the USSR, but firms should not lose sight of the fact 
that US-USSR trade relations will always be affected by politics and with 
politics come risks. 





PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


Introduction: The economic objective of the USSR Government is to achieve 
a rapid and balanced rate of growth in order to achieve enhanced influence in 
the world, to raise living standards in the USSR, and to develop a larger and 
more sophisticated economic base on which to build Soviet military and polit- 
ical power. The Soviets seek to achieve this objective through continued 
reliance on a cumbersome state planning system which relies heavily on Marxist 
theory, through purchase of Western and East European technology to overcome 
bottlenecks, and through improvement in management and planning techniques. 
The chief problems faced by the USSR include a decline in the number of new 
workers each year, thus ending the traditional Soviet reliance on additional 
workers to increase production; the shift of exploitable natural resources 
from the industrialized West of the country where they are being depleted to 
difficult areas of Siberia, continued poor management and work habits reflected 
in the long delays in bringing new industrial construction on to stream and 
incorporating technological improvements into the production process, and 
the failure of Soviet agriculture to respond better to the the massive invest- 
ments accorded it for some 15 years. Each of these major problems presents 
options to the Soviet leadership which are being discussed in veiled form in 
the Soviet press. The choices of the Soviet Government should become evident 
when the main lines of the 1981-1985 Five Year Plan become known. 


In its international dealings; USSR has benefitted from and will almost 
certainly benefit still more from the massive price rises in the exports of 
basic materials such as oil, gas, gold, and rare metals. Unlike the USSR 
itself, however, its East European allies are not energy self-sufficient and 
must rely on the USSR to provide enough enery to permit their economies to 
function, since their ability to sell goods for hard currency is limited. The 
need for the USSR to earmark for Eastern Europe and other allies a substantial 
amount of exports otherwise saleable to Western countries may well grow dur- 
ing the years ahead. With respect to trade with the industrialized West, 
Soviet hard currency imports of machinery and equipment are subject to plan- 
ners’ perceptions of: a) the priorities to be assigned to imports as opposed 
to development of domestic production capacity; b) ability to absorb imported 
machinery; and c) availability of hard currency. Some slowdown also can be 
expected in light of the restrictive measures imposed after the Soviet inva- 
sion of Afghanistan. However, the USSR can be expected to continue to purchase 
large quantities of plant, steel, and technological processes where the Western 
product is technologically superior to what now exists or what could be devel- 
loped in the USSR. Im the less developed countries, the USSR will continue 
and possibly expand its selective aid policy, sending large numbers of techni- 
cians and providing industrial equipment to certain politically sensitive 
countries, while conducting modest relations with others. 


With respect to the critical energy sector, the USSR leadership is aware 
that if oil production declines in the critical West Siberian area, now pro- 
ducing nearly 50 percent of Soviet oil, it is possible that the USSR will 
become a net importer of energy in the future. Conservation measures, better 
extraction of oil and gas, enhanced recovery methods, increased use of coal 
particularly in electric power production, and development of nuclear energy 
are some of the Soviet projects to combat that threat. Internationally, the 
USSR at the very least will almost surely seek to expand its economic relations 





with the Near Eastern OPEC countries, seeking to provide industrial plant and 
economic/technological know-how and thus lay the basis for eventual trading 
in oil. 


Since the USSR cannot realistically expect to much improve economic per- 
formance in the distressed sectors of transportation, agriculture, metallurgy, 
and chemicals over a short period, and since the Siberian energy resources 
will place an even larger burden on the country's investment resources, the 
USSR economy in 1980 will probably repeat its 1979 performance but with some 
improvement. The economic distress caused by the unusual weather conditions 
of 1979 will probably prove to be a more important negative factor than the 
restrictive measures imposed by the West after Afghanistan, while the USSR 
will continue to benefit from the windfall of substantially higher prices for 
much of its exports. 


Economic and political stability will continue in the USSR and the infla- 
tion rate, not susceptible to measurement since prices are fixed by the State, 
will be very low in comparison with the rest of the world including the USSR's 
East European Allies. The traditional Soviet emphasis on contract fulfillment, 
at least in the economic area, will continue to ensure that once the USSR's 
Western trading partners have overcome the expensive and inordinately lengthy 
process of concluding a contract, the USSR will live up to its contractual 
obligations. 


Energy: Energy extraction proceeded unevenly in 1979. Coal output was 
below the level of 1978. Oil (including gas condensate) was extracted at a 
faster rate than in 1978 by about 2.4 percent to nearly 12 million barrels per 
day, although the output of the refining industry is reported as only 1 per- 
cent above last year. Gas extraction (407 billion cubic meters per year or 
about 40 billion cubic feet per day) in its rate of growth surpassed the nearly 
9 percent rate which had been achieved since 1975. Slow growth in coal pro- 
duction since 1975 and bottlenecks in transportation also appear as a supply 
problem for heavy metallurgy (see below). Plan targets for 1980 continue the 
recent pattern; increases of 3.4 percent are planned for oil, 3.6 percent for 
coal and 6.9 percent for natural gas. 


Electric Power: The rate of power generation grew at a rate of 3.0 per- 
cent or nearly the same rate as gross industrial output (3.4 percent). The 
major increment was in conventionally-fired plants. Despite much publicity, 
nuclear generating capacity still constitutes a relatively minor proportion 
(about 4 percent) of electric power output of 1239 billion kilowatt hours per 
year. 


Ferrous Metallurgy: The indexes for ferrous metallurgy show that the 
sector as a whole produced less in 1979 than 1978. Steel pipe, needed primar- 
ily for gas and oil transport, was up by three percent (reported by weight 
of pipe). Other parts of the ferrous metallurgy sector, including production 
of iron ore, steel, and finished steel shapes were 1.3 percent below 1978 
output levels. Bottlenecks in transport undoubtedly contributed to this 
outcome, but slow installation of capital equipment was also a contributing 
factor. Consequent effects of depressed steel production were undoubtedly 
felt in construction and machine-building sectors. 





Machine Building: As increases in labor supply become smaller, and with 
the knowledge that the labor situation will be even tighter in the eighties, 
increases in productivity are seen as the source for future. growth in this 
key area. Soviet leaders place great stress on the “scientific-technological 
revolution,” which means increased use of computers and automated machinery. 
This emphasis is reflected in the pace of some machine-building and 
instrument-making industries. Those which grew at a pace significantly 
faster than the industry overall included metal-cutting machines (up 5.5 
percent by value), among these numerically-controlled machines were up 8.2 
percent by value, and computers and spare parts are reported up 18.2 
percent by value. 


While development of some machinery sectors was proceeding rapidly, 
production of transport machinery and equipment showed an absolute decline 
in output by comparison with 1978. In the case of railway cars, this fol- 
lowed a similar decline from 1977 levels of output. The slowdown in pro- 
duction of capital equipment for the transport sector tends to dampen hopes 
for early improvement in already strained performance in these sectors. 
Causes may be found in both supply problems and in investment policy in a 
chain from iron ore and coal, through heavy metallurgy. 


Chemical Industries: In basic mineral chemistry, output was below 1978 
levels, down 3.5 percent. Fertilizer deliveries to agriculture were down 
nearly 2 percent from 1978 and 1 percent below the 1977 level. One cause 
may have been diversion of gas and oil, which are petrochemical feedstocks, 
to fuel use during the severe winter but other causes also lie in the trans- 
port and construction sectors whose lagging performance resulted in late 
deliveries and the slow installation of new chemical capacity. Among the 
chemical products which showed declines in 1979 were insecticides and 
herbicides -- products which by their absence obstruct badly needed produc- 
tivity increases in agriculture. 


Logging, Pulp and Paper: These industries have consistently been among 
the poorest in performance since 1975. Output in 1979 was 2 percent below 
that of 1978 for many of the reasons cited for other industries (bad weather, 
consequent lagging productivity and difficulties in transport). Consistent 
with the commitment to increase consumer welfare, the output of furniture 
was reported up, but commodities such as commercial timber and cardboard 
were down. The best prospect for future growth lies in the completion of 
the Baikal-Amur Mainline (BAM) which is a parallel rail route to the Trans- 
Siberian Railway. It is scheduled for completion in 1983. This facility 
should open large timber resources for development and should make forestry 
products available for both domestic consumption and export. 


Light and Food Industries: All of these industries showed a lower 
increase in gross output (around 2 percent) than that reported for industry 
as a whole. An exception was fishing, which grew by 4 percent in 1979. The 
commitment of the Soviet government to improving the lot of the consumer was 
met in 1979, although the rate of progress was modest. 


Construction and Fixed Investment: A variety of causes held the output 
of finished construction and fixed capital investment to levels virtually 
even with those posted in 1978 and the backlog of unfinished construction 





increased. Investment expenditures from all sources -- national, republic 
and other budgets -- increased by 1.8 percent during 1979 but particular 
measures of output grew by smaller amounts and fell in some cases. State 
planning officials attribute this result to “increases in the prime cost of 
construction and installation work." 


Agriculture: The performance of the agricultural sector was down sig- 
nificantly from recent years, although not to a level which would reduce 
human consumption of grain products. Output of grains was around 24 percent 
below the bumper crop of. 1978 and more than 10 percent below the trend of 
Soviet grain production since 1966. Immediate consequences were not felt 
outside the agriculture sector itself since most grain -- around 62 percent 
-- is used for animal feed in the USSR. The shortfall in the availability 
of feed led to significant purchases from abroad in order to maintain the 
herd and consequent meat availability. Although the total availability of 
feed in 1980 is still uncertain, it is expected that there will be some 
herd reduction in the coming months. Meat production was stagnant in 1979 
in spite of the record grain crop of 1978 and consumption remains at around 
one-half of that in the United States. Vegetable oils and industrial crops 
were slightly up over 1978, but sunflower seed production was again 
disappointing. 


Development Plans: The Soviet economy is directed by a series of 
plans. The most general targets are ratified by the Council of Ministers. 
More detailed versions are worked out by the State Planning Committee 
(GOSPLAN) and further elaborations are prepared by industrial ministries 
and enterprises. The plans are "taut," that is, to some extent unreach- 
able, in order to extract “hidden reserves” of labor productivity, physi- 
cal inventories and management efficiency. Plans are revised each year to 
take account of conditions as they are met. In all cases where data are 
available, the 1980 plan represents a signficant reduction of targets set 
by the Tenth Five Year Plan in 1975. The 1980 Plan calls for national 
income (by Soviet definition, consumption and gross investment, only) to 
increase by 4 percent. Consumer goods are targeted to increase at the 
same rate -- 4.5 percent -- as the rate set for producers’ goods. This is 
the first time that the consumer goods target has been set as high as that 
for heavy industry during the current plan period (1976-80). The volume 
of freight carried (measured in ton-kilometers) is to increase by more 
than 5 percent in 1980, by comparison with a 4.9 percent increase targeted 
for 1979 and ‘the 1.0 percent actually achieved. Whereas foreign trade is 
reported to have increased by 14 percent in 1979, the current annual plan 
calls for an increase of only 4.7 percent. 


The main indicators of the 11th Five Year Plan (1981-85) are expected 
to become known in late September 1980. They will be the first solid indi- 
cation of how the Soviet leadership is setting its priorities in light 
of the current Soviet and worldwide economic situation, including the 
energy crisis. Of particular interest to Western businessmen will be the 
share of Soviet imports allotted to Western countries. 


Foreign Trade: The Soviet Union's total two-way trade in 1979 reached 
approximately 80 billion rubles (US $122 billion at the 1979 average 





exchange rate of 1 ruble + US $1.52), up about 14 percent from 1978. Break- 
down of trade by country is not available as of March 1980. Through nine 
months of 1979, Soviet statistics record a deficit in trade with "indus- 
trial*y developed capitalist countries" of 1.1 billion rubles ($1.7 bil- 
lion). The Soviet trade deficit through the first nine months of 1979 with 
multilateral trade partners was approximately $2 billion, and the full year 
deficit probably was considerably below the $3.8 billion recorded in 1978. 
Trade statistics provided by Soviet trade partners other than the US show 
improved Soviet balances in each case. To a large extent, the improvement 
in Soviet trade balances, which is illustrative of an overall increase of 
about one-third in exports to developed Western countries, reflects this 
year's sharp increase in the price of oil (petroleum and petroleum products 
account for about 50 percent of Soviet hard currency exports) much more than 
increases in export volume. 


US-USSR trade turnover reached a record level of $4.5 billion in 1979. 
US exports of agricultural products rose about 70 percent over 1978 to $2.9 
billion, also a record, while non-agricultural exports, up 33 percent to $748 
million, reached their highest level since the record year of 1976. Soviet 
exports to the US rose by about 62 percent to $873 million. However, about 
80 percent of the increase is accounted for by a rise in exports of non- 
monetary gold, which are included in US import statistics. Excluding this 
commodity, Soviet exports to the US in 1979 were valued at about $325 
million. 


PART B —— IMPLICATIONS FOR THE UNITED STATES 


Given the tense bilateral situation at the time of this writing 
(March 1980) and the uncertainties of further developments, analysis of 
the implications for the United States of Soviet economic performance and 
planning, as well as the formulation of a statement on the outlook for US 
trade with the Soviet Union in the coming year, must be heavily qualified. 
Conclusions reached in the remainder of this section are predicated upon 
the assumption that there will be neither a further major deterioration, 
nor any dramatic improvement in Soviet-American political relations in 
the course of 1980. Those assumptions themselves are corollaries to the 
practical recognition that politics will continue to be a factor in trade 
and economic relations between the two countries. 


In 1980, Soviet demand will continue strong for imports of industrial 
products and technology from the West, although increases in equipment 
orders may not be registered until the outlines of the llth Five Year 
Plan (1981-85) emerge later this year (see above). A cautious policy with 
with respect to hard currency imports, combined with the major windfall 
increase in hard currency earning capacity which resulted from dramatic 
world market price rises in petroleum and gold in 1979, has enhanced the 
USSR's capacity to finance increased hard currency imports if it chooses 
to do so. The Soviet Union possesses substantial hard currency reserves 
and appears to enjoy access to Western commercial credits at favorable 
rates. 





In recent years, the primary strengths of American industry in compe- 
tition for a share of the Soviet market have been those with which most 
readers will be familiar: 


-- leading technology in many areas; 
-- an image of quality combined with a reputation for reliability; 


-- and the sheer magnitude of US production which enhances both its 
perceived and its real ability to serve the economic needs of the 
Soviet Union. 


The obstacles to general growth in bilateral trade have been: 


-- lack of Most Favored Nation status for the USSR in the US tarriff 
scheme; 


lack of US Export-Import Bank credits and guarantees for sales to 
the USSR; 


relatively advantageous commercial credits available to Western 
competitors; 


the existence of complex US licensing restrictions on the sale of 
much technology. 


Within this framework, many US firms have found remunerative niches 
for themselves already or were expecting to capitalize in 1980 and in the 
llth Five Year Plan on resources already expended in market development 
in the Soviet Union. Prior to the Afghanistan crisis and its aftermath, 
the outlook was for moderately increased US participation in Soviet foreign 
trade both in 1980 and in the ensuing five years. While a number of US 
companies will continue to work effectively despite the deterioration in 
the bilateral atmosphere, post-Afghanistan restrictions now being applied 
to trade with the Soviet Union are likely to result in a major drop in 
overall sales of US manufactured goods and technology to the Soviet Union 
in 1980 as compared with 1979. As US economic measures against the 
Soviet Union in retaliation for events in Afghanistan are intended to 
serve as strong evidence both of US displeasure and a fundamental reevalua- 
tion of US security interests in light of Afghanistan, they are likely to 
be tailored to controlling the sale of certain technologies and manufac- 
tured goods in fields of priority Soviet interest. As such, and assuming 
their continued application throughout 1980, the impact of these measures 
on US sales to the USSR is likely to be substantial. 


The application of US economic measures toward the USSR has been 
linked to the duration of Soviet military presence in Afghanistan. 
American firms interested in USSR business should bear in mind the possi- 
bility that the economic measures in specific areas may remain in force 
for a considerable period of time. Even for those firms not dealing with 
goods in the proscribed areas, the risks of political interruption to 
normal commerce are greater than in most countries. Corporate strategy 





should bear in mind those risks, and avoid market strategies which commit 
an inordinate proportion of corporate resources to the USSR alone. Never- 
theless, the experience of US firms over the past several decades which 
have witnessed severe fluctuation in US/Soviet political relations suggest 
that firms dealing in goods of interest to the USSR and willing to under- 
take the laborious process of building relationships with Soviet end-users 
and foreign trade organizations can find the USSR a profitable country with 
which to do business. 
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